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j Derivatives Hit Earnings Again 

Better than expected quarter as Nadec announced +8% Y/Y topline growth. Margins are 
holding steady suggesting labor cost impact is largely negated. Earnings missed at SAR 
0.08 EPS vs our SAR 0.15 forecast, as derivatives losses once again hurt bottom-line. We 
are encouraged by 2Q performance which is raising confidence that Nadec can sustain 
profitability - a stark contrast to the looming headwinds a year ago. Reiterate Buy and SAR 
34 target price, representing 11.1 x 2020E EV/EBITDA. 

Dairy & Food segment sales gain +16% Y/Y 

Total revenues gained +8% Y/Y to SAR 604 min, ahead of our SAR 589 min estimate. Dairy 
& Food sales jumped +16% Y/Y, countering -40% Y/Y decline in agricultural segment. In our 
view, Nadec pricing strategy paid-off with market share gain, although fresh milk glut was not 
a concern for the Company back in 2018. Now, other producers are also indicating improving 
inventory levels which could create space for coordinated price increase. 

Gross margin steady while opex under control 

No indication if Nadec adjusted fresh dairy prices higher, however gross margins are holding 
steady at 38% despite potential higher imported alfalfa. We believe higher volumes are 
spreading fixed costs over a larger base, coupled with favorable input prices to support 
margin. Meanwhile +3% Y/Y increase in S&M was offset by -9% Y/Y decline in G&A to keep 
opex under control. 

Derivatives erode earnings by nearly SAR 25 min 

Decent quarterly performance was marred by derivatives-related loss amounting to nearly 
SAR 25 min. This is the second quarter back-to-back where Nadec was impacted by 
derivatives losses. Net income for the quarter was SAR 7 min (-64% Y/Y), although lower 
than our SAR 13 min estimate but still commendable considering that the Company was 
projected to slip into a full-year loss for F2019. On 28 July, Nadec announced signing a 10- 
year agreement to purchase energy from third-party, 30 MW solar project, which is expected 
to reduce fuel consumption by 122k barrels per annum. By 4Q20, the power will be online 
from the project and help offset any further fuel / utility hikes. 
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SAR 34 Buy 

12-Month Target price Recommendation 


Stock Details 

Last Close Price 
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Research and Advisory Department 


Rating Framework 


BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 


Saudi Fransi Capital 

Call Center | 800 125 9999 
www.sfc.sa 

Commercial Registration | 1010231217 


Research and Advisory 

P.O. Box 23454 
Riyadh 11426 
Saudi Arabia 
Head Office | Riyadh 

research&advisory@fransicapital.com.sa 


Saudi Fransi Capital is authorized and regulated by the Capital Market Authority (CMA) License No. 11153-37 





JLLul±i _ninijnll -±j3 0 riull 
Saudi Fransi Capital 



Disclaimer 


This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm licensed by the Capital Market Authority (CMA) 
to provide investment banking, asset management, securities brokerage, research, and custody services. SFC, and its affiliate, might 
conduct business relationships with the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient, in particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any investment 
is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, can go down 
as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on investments in 
securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part of this report may 
be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in any jurisdiction 
outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report should make 
themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing 
limitations. 
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